Unit 4 - Risk Management in Insurance

Insurance Industry

The insurance industry refers to the sector of the economy that provides risk management
services through insurance products. These products protect individuals, businesses, and
organisations from financial loss due to various risks such as accidents, illness, theft, natural
disasters, and death. Insurance companies, also known as insurers, offer policies that transfer
the financial burden of specific risks from the policyholder (the insured) to the insurer in
exchange for regular payments called premiums.

1. Regulatory Framework in India

The regulatory framework of the insurance industry in India is designed to ensure the
financial stability of insurance companies, protect policyholders' interests, promote healthy
competition, and regulate industry practices. The framework is primarily governed by the
Insurance Regulatory and Development Authority of India (IRDAI), a statutory body
that oversees all aspects of the insurance business in India.

Legislations Governing the Insurance Industry

1. Insurance Act, 1938:

o This is the foundational legislation governing the insurance sector in India. It
lays down provisions related to the registration of insurers, their operations,
investments, accounts, and audits. It also includes guidelines for premium
rates and the settlement of claims.

2. IRDAI Act, 1999:

o The Insurance Regulatory and Development Authority of India (IRDAI) was
established under this act. The IRDAI’s primary objective is to protect the
interests of policyholders, regulate the insurance market, and promote its
development.

o The IRDALI has the authority to issue licenses to insurers, monitor their
financial health, and enforce regulations to ensure compliance.

3. Insurance Laws (Amendment) Act, 2015:

o This act brought significant changes to the insurance sector, such as increasing
the foreign direct investment (FDI) limit in insurance companies from 26% to
49%. It also introduced the concept of health insurance as a standalone
category.

4. The Companies Act, 2013:

o Insurance companies are registered under the Companies Act, 2013, which
governs corporate governance, accounting standards, and the formation of
companies in India.

5. Indian Contract Act, 1872:



o Since insurance is based on a contract, this act provides the legal framework
for contract formation, interpretation, and enforcement, ensuring that
insurance contracts are legally valid and enforceable.

6. Motor Vehicles Act, 1988:

o This act mandates third-party motor insurance as compulsory for all vehicle
owners in India. The act sets the legal framework for third-party claims related
to road accidents.

7. Public Liability Insurance Act, 1991:

o This act makes it compulsory for businesses dealing with hazardous
substances to obtain public liability insurance to provide immediate relief to
victims of accidents.

8. Foreign Exchange Management Act (FEMA), 1999:

o FEMA regulates foreign investment in the insurance sector, including the
foreign direct investment (FDI) limit and the role of foreign players in Indian
insurance companies.

2. IRDAI

The IRDALI is the key regulatory authority overseeing the insurance industry in India. It
performs several critical functions:

1. Licensing:

e [RDAI grants licenses to insurance companies, intermediaries (agents, brokers),
surveyors, and third-party administrators (TPAs). Only licensed entities are allowed to
operate in the insurance market.

2. Regulating Premiums and Products:

e The IRDAI regulates the products offered by insurers, ensuring they are fair,
transparent, and aligned with policyholders' interests. For example, it reviews and
approves new insurance products, pricing, and terms and conditions.

3. Protecting Policyholders’ Interests:

e The IRDAI lays down regulations to ensure that insurers treat policyholders fairly. It
has provisions related to timely claim settlement, transparency in policy terms, and
grievance redressal mechanisms.

e It has established a dedicated Consumer Affairs Department and the Integrated
Grievance Management System (IGMS) to handle complaints from policyholders.

4. Solvency Requirements:

e [RDAI monitors the financial health of insurance companies to ensure they have
enough solvency margins (capital reserves) to meet their obligations, such as paying
claims. The current solvency ratio requirement is set at 150% of liabilities.



5. Investment Guidelines:

e The IRDAI regulates the investment of insurance companies to ensure policyholders’
premiums are invested in safe and diversified portfolios. There are specific norms on
investing in government securities, equity, and debt instruments.

6. Reinsurance Regulations:

e [RDAI also regulates reinsurance, which is the practice of insurers transferring some
of their risk to another insurer (reinsurer) to reduce exposure to large losses.
Companies like GIC Re (General Insurance Corporation of India) are key players in
the reinsurance sector, and their activities are monitored by IRDALI.

7. Market Conduct:

e The IRDAI ensures that the conduct of insurers, agents, and brokers is ethical and
transparent. It monitors marketing practices to prevent misleading advertisements or
unfair sales tactics.

8. Foreign Direct Investment (FDI) Regulation:

e Under the current regulatory framework, FDI in the insurance sector is allowed up to
74%, subject to certain conditions. This regulation encourages foreign participation
while keeping Indian control of management.

3. Reinsurance

Reinsurance is a financial arrangement where an insurance company (referred to as the
"ceding company" or "primary insurer") transfers part of its risk to another insurance
company, known as the reinsurer. This process allows the primary insurer to reduce its
exposure to large losses, stabilize earnings, and improve its ability to pay claims. Reinsurance
is crucial in managing risk, especially for large-scale insurance companies that may face
substantial losses from catastrophic events or high-risk portfolios.

Key Concepts of Reinsurance

1. Primary Insurer and Reinsurer:

o The primary insurer (or ceding company) is the original insurance company
that underwrites the policies for individuals or businesses.

o The reinsurer is the insurance company that accepts a portion of the risk from
the primary insurer in exchange for a share of the premium.

2. Ceding Risk:

o The process by which a primary insurer passes on some of its risk to a
reinsurer is called ceding. The amount of risk ceded depends on the
reinsurance agreement between the two parties.

3. Reinsurance Premium:



o In exchange for assuming some of the risk, the reinsurer charges a reinsurance
premium, which is a portion of the premium collected by the primary insurer
from its policyholders.

4. Retention:

o The portion of the risk that the primary insurer retains (i.e., does not transfer to
the reinsurer) is known as the retention amount. It reflects the level of risk the
primary insurer is willing to carry.

4. Bancassurance

Bancassurance is the distribution of insurance products through bank channels. It involves a
partnership between an insurance company and a bank, where the bank sells the insurer’s
products to its customer base. This model allows banks to offer a wide range of insurance
products, such as life, health, motor, and general insurance, directly to their customers as part
of their service portfolio.

In a bancassurance arrangement, banks use their existing network, customer relationships,
and branches to sell insurance products, while insurance companies benefit from the bank’s
wide customer base and reach. Bancassurance can be structured in various ways, including:

1. Bank as an Insurance Distributor: The bank sells insurance products on behalf of an
insurance company and earns a commission for the policies sold.

2. Joint Venture: The bank and insurance company form a joint venture, where the bank
distributes the insurance products, and both parties share profits.

3. Full Integration: In some cases, banks offer insurance products under their own brand
but with the insurance policies underwritten by a partnering insurance company.

5. Insurance Securitization

Insurance securitization is a financial process in which insurance-related risks are packaged
into tradable securities, allowing insurers to transfer their risk to the capital markets. This
innovative risk management tool provides an alternative source of capital for insurance
companies and is particularly useful for managing large-scale, catastrophic risks (e.g.,
hurricanes, earthquakes, or other natural disasters). Investors who buy these securities take on
the risks in exchange for potential returns.

Insurance Securitization Working

Insurance securitization involves converting the risks of an insurance company (or reinsurer)
into securities that are sold to investors in the capital markets. These securities, typically
known as catastrophe bonds (cat bonds) or insurance-linked securities (ILS), are structured so
that investors assume some of the insurance risks in return for attractive yields.

1. Identification of Risk: The insurer identifies a specific risk, such as natural disasters
or catastrophic losses, that they want to transfer.



2. Creation of a Special Purpose Vehicle (SPV): A Special Purpose Vehicle (SPV) is set
up to issue the securities. The SPV collects capital from investors by selling bonds
(e.g., catastrophe bonds). The SPV is independent from the insurer and manages the
funds collected from the bondholders.

3. Insurance-Linked Security (ILS) Issuance: The SPV issues insurance-linked securities
(ILS), such as catastrophe bonds, to investors in the capital markets. These bonds are
linked to the performance of the identified insurance risk.

4. Transfer of Risk: The insurer transfers the risk to the SPV, which holds the investor’s
funds in trust. If the specified event (e.g., a hurricane or earthquake) occurs, the
insurer receives funds from the SPV to cover the claims.

5. Return on Investment for Investors: If no triggering event (e.g., natural disaster)
occurs during the bond's term, investors receive regular interest payments from the
SPV and get back their principal investment at the bond’s maturity. If a catastrophe
occurs, the SPV uses the investors' funds to pay the insurer, and the investors lose part
or all of their investment.

6. Alternative Risk Transfer (ART)

Alternative Risk Transfer (ART) refers to techniques and mechanisms that companies use to
manage risk outside of traditional insurance and reinsurance markets. ART solutions often
involve financial instruments like derivatives or structured financial products, blending
aspects of insurance, capital markets, and reinsurance to transfer or mitigate risks. Below are
some notable case studies of ART:

1. Catastrophe Bonds (Cat Bonds) - California Earthquake Authority (CEA)

o Context: After the Northridge earthquake in 1994, traditional reinsurance became
prohibitively expensive for earthquake insurance.

e Solution: CEA issued catastrophe bonds to transfer part of the earthquake risk to the
capital markets. Cat bonds allow investors to take on the risk of a disaster in exchange
for higher yields. If the event (like an earthquake) happens, investors lose their
principal, which is used to cover claims.

e QOutcome: The CEA effectively mitigated its earthquake risk exposure, and investors
gained access to a high-yield product. This strategy also reduced the CEA’s
dependence on the traditional insurance market.

2. Weather Derivatives - Enron & Koch Industries

e Context: Energy companies like Enron and Koch Industries faced significant
financial exposure due to weather conditions, which could affect demand for heating
and energy.



e Solution: Weather derivatives were introduced to hedge against this risk. These
contracts pay out based on specific weather events, such as temperature deviations or
rainfall levels.

e Outcome: The companies were able to stabilize their earnings despite unpredictable
weather patterns, improving financial planning. Weather derivatives have since been
widely adopted in industries beyond energy, such as agriculture and tourism.

3. Finite Risk Insurance - Occidental Petroleum

e Context: Occidental Petroleum had substantial environmental liabilities but struggled
with high premiums for traditional insurance.

e Solution: The company used a finite risk insurance policy, which allowed it to spread
the cost of its environmental liabilities over several years. The policy capped potential
losses but required Occidental to assume a portion of the risk, lowering the overall
premium.

e Outcome: Occidental successfully managed its environmental liabilities at a lower
cost, using a structure that combined elements of self-insurance and traditional
coverage.

4. Pandemic Risk Securitization - World Bank Pandemic Bonds

e Context: The World Bank wanted to address the financial gap that arises in
low-income countries during pandemics.

e Solution: The World Bank issued pandemic bonds in 2017 to provide emergency
financing during pandemics. If specific pandemic conditions were met, bondholders
would lose their investments, and the proceeds would be used to assist affected
countries.

e Outcome: Although controversial due to the delay in payouts during the COVID-19
pandemic, the structure opened up new possibilities for dealing with global health
risks by tapping into capital markets.

5. Multi-Trigger Products - Archer Daniels Midland (ADM)

e Context: ADM, a major agricultural company, was exposed to various risks like
weather, commodity prices, and currency fluctuations.

e Solution: ADM used a multi-trigger ART product where payments were contingent
on several risk factors being triggered simultaneously (e.g., low commodity prices and
adverse weather conditions). This type of coverage offered broader protection
compared to traditional insurance, which usually addresses one type of risk.

e QOutcome: ADM was able to manage its overall financial exposure more effectively,
reducing volatility in its earnings.



6. Contingent Capital - Swiss Re

o Context: Swiss Re, a leading reinsurance company, needed to manage its capital in
the event of large, unexpected losses.

e Solution: Swiss Re implemented a contingent capital arrangement, where they had
pre-arranged access to capital through financial markets in the case of a significant
event, like a natural disaster. The company could issue debt or equity based on
predefined triggers.

e Outcome: Swiss Re ensured financial flexibility during times of crisis while avoiding
the high costs of raising capital when it wasn’t needed.

7. Pricing of Insurance Products

The pricing of insurance involves determining the amount (premium) that a policyholder
needs to pay to the insurance company in exchange for coverage. This process is complex
and considers various factors related to the risk being insured. Here's how it generally works:

1. Basic Components of Insurance Pricing:

e Risk Premium: The core of the insurance price, reflecting the expected cost of claims
or losses. This is based on the likelihood and potential size of claims.

e Expense Loading: The insurance company’s operating costs, including
administrative expenses, marketing, and agent commissions, are added to the
premium.

e Profit Margin: Insurers also include a profit margin to ensure that their business
remains financially viable.

e Investment Income: Insurance companies invest the premiums they collect. Expected
returns from these investments might reduce the overall premium.

2. Factors That Affect Insurance Pricing:

e Risk Characteristics: The riskier the person, asset, or event, the higher the premium.
Factors like age, health, driving record, property value, and location can affect risk.

e Claims History: Insurers review past claims made by the policyholder or others with
similar characteristics to estimate future claim likelihoods.

e Coverage Amount: The higher the coverage limit (the amount the insurance will pay
in case of a claim), the higher the premium.

o Deductibles: A deductible is the amount the policyholder must pay out of pocket
before the insurance kicks in. Higher deductibles typically result in lower premiums
because the insurer’s exposure is reduced.



3. Types of Insurance Pricing Models:

e Manual Rating: A basic model where the insurer assigns rates based on broad
categories of risk (e.g., age bands for health insurance or types of vehicles for auto
insurance).

e Experience Rating: The insurer adjusts premiums based on the policyholder’s actual
claims experience or losses over time. This is common in commercial insurance.

e Merit Rating: This model rewards or penalizes policyholders based on their behavior.
For example, a driver with no accidents might receive a lower premium.

e Usage-Based Pricing: In some cases, insurance is priced based on actual usage. For
example, auto insurance companies may use telematics (tracking devices in cars) to
price premiums based on how safely someone drives.

4. Actuarial Calculations:

Actuaries (specialists in risk analysis) use statistical models to assess the likelithood of future
claims and losses. They look at a large pool of data to predict the expected frequency and
severity of claims for different types of risks. Their calculations play a key role in setting the
base price of insurance.

5. Types of Insurance and Their Pricing:

e Life Insurance: Premiums are based on factors like age, health, lifestyle, and the
amount of coverage. A younger and healthier person typically pays lower premiums
than an older person or someone with health issues.

e Auto Insurance: Pricing considers the driver's age, driving record, location, vehicle
type, and use. Safe drivers and those with low-mileage cars often receive lower
premiums.

e Homeowners Insurance: Premiums are based on the value of the home, location
(risk of natural disasters), and features like fire alarms or security systems.

e Health Insurance: Factors include age, health status, smoking habits, and location.
Health insurers also consider the level of coverage and network of healthcare
providers.

6. Regulation and Market Forces:

Insurance premiums are often regulated by government agencies to ensure that prices are fair
and not discriminatory. Additionally, competition among insurance companies plays a role in
setting premiums, as companies must balance being competitive with covering their risks and
operating costs.

8. Claim Management

Claim management involves the process through which policyholders (individuals or
businesses) interact with their insurance company to seek compensation for a covered loss or



damage. Efficient claim management is critical for both insurers and insured parties as it
ensures the smooth settlement of claims while maintaining trust in the insurance system.

A. Claim management in life insurance is a critical process that ensures that the
beneficiaries or nominees of a life insurance policyholder receive the benefits promised by
the insurer in a timely and hassle-free manner upon the death or maturity of the policy. Proper
claim management is essential for maintaining trust between insurers and customers, as it
reflects the reliability of the life insurance industry.

Types of Life Insurance Claims

1. Death Claims:
o These are filed when the policyholder passes away during the term of the
policy. Death claims can be of two types:
m Natural death (e.g., due to illness, age, etc.).
m Accidental death (e.g., due to road accidents, workplace accidents,
etc.).
2. Maturity Claims:

o Filed when the policy reaches its maturity date (completion of the policy term)
and the policyholder is still alive.

o In such cases, the insurer pays the sum assured along with any accrued
bonuses to the policyholder.

3. Rider Claims:

o Riders are additional benefits that can be added to life insurance policies.
Common riders include critical illness cover, accidental death, or permanent
disability.

o These claims are typically made if the policyholder experiences the event
covered by the rider (e.g., critical illness diagnosis).

Key Steps in Claim Management for Life Insurance
1. Claim Intimation

e The first step is notifying the insurance company of the claim, which can be done by
the nominee, family members, or the policyholder in case of maturity or rider claims.
e This can be done through multiple channels such as online portals, email, customer
care, or visiting the insurance branch office.
e Documents required for death claims (for nominees):
o Claim form (available on the insurer’s website or office).
o Original policy document.
o Death certificate issued by the local authority.
o Proof of identity of the nominee (e.g., Aadhaar card, PAN card).



o Medical records (in case of death due to illness).
o Police FIR, post-mortem report, and final police report (in case of accidental
death).

2. Document Submission

e After claim intimation, the insurer requests certain documents to validate the claim.
The nominee or claimant must provide all necessary documents as specified by the
insurer.

e For maturity claims, the insurance company may send a claim discharge form before
the policy matures to initiate the claim process, requiring minimal documentation like
policyholder ID and the original policy bond.

3. Claim Verification and Investigation

e The insurer reviews the claim documents to verify their authenticity and ensure all
conditions of the policy are met.

e In early death claims (if the death occurs within three years of policy
commencement), the insurer may initiate an in-depth investigation. This is to rule out
fraud or misrepresentation in the policy, such as non-disclosure of pre-existing
medical conditions.

e In cases of natural death, verification is typically faster, but for accidental or
suspicious deaths, a more detailed investigation is conducted, involving authorities
like police and medical officers.

4. Claim Settlement Process

e After verifying the documents and investigation (if required), the insurer decides
whether to accept or reject the claim.

e Once accepted, the insurer disburses the claim amount to the nominee (or
policyholder in case of maturity).

e Timelines for claim settlement:

o IRDAI Guidelines: As per the Insurance Regulatory and Development
Authority of India (IRDAI), death claims must be settled within 30 days of
receiving all required documents.

o If an investigation is needed, the insurer is allowed an additional 90 days, but
no longer.

o Maturity claims are generally processed faster since they don’t require as
much verification, and insurers often send reminders to policyholders before
the policy matures.

5. Claim Rejection and Grievance Redressal

e In case of a claim rejection, the insurer must provide the claimant with a detailed
explanation, outlining the reasons for rejection.
e Common reasons for claim rejection include:



o Misrepresentation or non-disclosure of material facts by the policyholder
(such as health conditions or occupation).

o The policyholder committing suicide within the first year of the policy (as
many policies have a suicide exclusion clause).

o Documentation issues or lack of adequate proof.

e If the claimant feels the rejection is unfair, they can:

o Approach the insurer’s Grievance Redressal Cell.

o Escalate the matter to the Insurance Ombudsman if not satisfied with the
insurer’s response.

o File a complaint with IRDAI or seek legal action through a consumer court.

B. Claim management in marine insurance involves handling claims for losses or damages
related to the transportation of goods by sea, air, or land, as well as damage to vessels. Marine
insurance policies cover various risks during the transit of cargo, and the process of claim
management ensures that the policyholder (the shipowner, cargo owner, or other insured
parties) receives compensation for covered losses.

Types of Marine Insurance Claims

1. Cargo Claims:

o Claims related to the loss or damage of goods being transported via ship, air,
or road. This could be due to various causes such as accidents, weather events,
theft, or mishandling.

2. Hull and Machinery (H&M) Claims:

o This covers damages to the vessel (hull), machinery, and equipment due to

collisions, grounding, storms, fire, or other perils.
3. Freight Claims:

o Claims related to the loss of freight due to a ship being unable to deliver cargo

or if cargo is lost or damaged during transit.
4. Third-Party Liability Claims:

o This covers liability for damage caused by the insured vessel to third parties

(e.g., collisions with other vessels, damage to docks or harbor facilities).

Steps in Claim Management for Marine Insurance
1. Claim Intimation

e The first step in marine insurance claim management is notifying the insurer as soon
as the loss or damage occurs. This is known as claim intimation.

e The insured party must inform the insurer of the incident through the appropriate
channels (email, phone, or online platform), providing details such as the nature of the



loss, the date and place of the incident, and any immediate steps taken to mitigate
further loss.
e Documents required for claim intimation:
Marine insurance policy document.
Bill of lading or airway bill (for cargo).

o Survey report (if available).
o Invoice and packing list (for cargo claims).
o Ship’s logbook (for vessel-related claims).

2. Survey and Inspection

e The insurer typically appoints a marine surveyor to inspect the damaged cargo,
vessel, or freight and assess the extent of the loss.

e The surveyor prepares a survey report detailing the cause, nature, and extent of the
damage. This report is a crucial document for processing the claim.

e In some cases, an independent surveyor or joint surveyor may be appointed,
especially if multiple insurers are involved, or if there is any dispute over the cause of
the damage.

3. Mitigation of Losses

e Marine insurance policyholders are required to take immediate steps to minimize
losses. This might include salvaging damaged cargo, securing the vessel to prevent
further damage, or taking preventive measures in case of an impending storm or other
risks.

e Failure to take steps to mitigate losses can result in reduced compensation or even
claim rejection.

4. Submission of Documents

e Once the surveyor completes the inspection, the insured must submit the required
documentation to the insurer to support the claim. The required documents depend on
the type of marine insurance policy but may include:

o Cargo Claims:

m Original policy document.

m Bill of lading.

m Commercial invoice and packing list.

m Survey report.

m Correspondence with the carrier (ship, airline, or trucking company).
o Hull & Machinery Claims:

m  Vessel’s logbook or accident report.

m Repair estimates and bills.

m Surveyor’s report.

m  Photographs of damage (if available).
© Third-Party Liability Claims:



m Details of the third-party damage or injury.
m Correspondence with the affected third party.
m Legal documents if there is any litigation.

5. Claim Processing and Investigation

e The insurer assesses the claim based on the surveyor’s report, supporting documents,
and policy terms. In some cases, the insurer may require an additional investigation to
rule out fraud or ensure that the damage was not caused by excluded risks.

e Some common exclusions include:

o Wear and tear.
o Improper packing of cargo.
o Loss due to delay.
War or piracy (unless specifically covered by a war risk policy).

o

e If the claim involves General Average, where the ship and cargo are threatened by a
common peril, the losses and expenses are shared among the cargo owners and
shipowners. The insurer’s role here is to assess the loss and ensure that all parties
contribute fairly to the general average loss.

6. Claim Settlement

e Once the claim is approved, the insurer calculates the compensation amount based on
the insured value of the cargo, vessel, or freight, and any deductibles or limits
specified in the policy.

e Settlement usually includes:

o Full compensation for total loss or significant damage.

o Partial compensation if only a portion of the cargo or vessel is damaged.

o Salvage payments in cases where the damaged goods or vessel are salvaged,
and the salvage value is deducted from the claim amount.

e The settlement process must comply with IRDAI (Insurance Regulatory and
Development Authority of India) guidelines, which require the insurer to settle the
claim within 30 days of receiving all the necessary documents. If an investigation is
required, the claim must be settled within 6 months of the date of intimation.

7. Claim Rejection

e If the insurer rejects the claim, the insured must be given a detailed explanation.
Common reasons for rejection include:
o Claims for losses that are not covered by the policy.
o Failure to notify the insurer in time.
o Non-disclosure of material facts at the time of taking the policy.
e The policyholder can challenge a claim rejection through:
o The insurer’s Grievance Redressal System.
o Approaching the Insurance Ombudsman.
o Legal action through the court system.



C. Claim management in motor insurance refers to the process through which an insured
individual (policyholder) files a claim for compensation following damage, loss, or theft of
their vehicle, or in the case of third-party liability. The efficiency of claim management is
critical to ensuring customer satisfaction, as it impacts how quickly and fairly an insurer
compensates for the loss.

Motor insurance typically covers two types of claims:

1. Own Damage Claims: Compensation for damages or loss of the insured vehicle.
2. Third-Party Liability Claims: Compensation for damage or injury caused by the
insured vehicle to third parties.

Types of Motor Insurance Claims

1. Own Damage Claims:
o Claims filed when the policyholder’s vehicle is damaged due to accidents,
natural disasters (floods, earthquakes), fire, theft, or vandalism.
2. Third-Party Claims:
o Filed when a third party (another driver, pedestrian, or property owner) suffers
damage or injury due to an accident involving the insured vehicle.
3. Theft Claims:
o Filed when the insured vehicle is stolen, and the policyholder seeks
compensation for the loss.
4. Personal Accident Claims:
o Some policies include coverage for injuries or death of the vehicle
owner/driver. These claims are filed in case of accidents that result in injury or
death of the insured.

Steps in Claim Management for Motor Insurance
1. Claim Intimation

e The first step is to notify the insurer about the incident (accident, theft, or damage) as
soon as possible. This can be done through phone, email, or the insurer’s mobile app.

e The policyholder must provide basic information such as:

The policy number.

Date, time, and location of the incident.

A brief description of the accident or damage.

Details of the vehicle (registration number, make, and model).

Contact information of any third parties involved (in case of third-party

claims).

O O O O O



Key Considerations:

e The claim intimation should be done within the stipulated time frame (usually within
24-48 hours), as delayed reporting may lead to claim rejection.

e In case of an accident involving injuries, the policyholder must also report the
incident to the police and file an FIR (First Information Report).

2. Survey and Inspection

e Once the claim is intimated, the insurer will appoint a surveyor to assess the extent of
damage to the vehicle. The surveyor inspects the vehicle and prepares a report, which
forms the basis for the claim amount.

e Documents required for the survey:

o Copy of the policy document.

o Driver’s license.

o Vehicle registration certificate (RC).

o FIR (if applicable).

o Repair estimates from a garage or workshop (for own damage claims).

e Survey for Total Loss: In case of severe damage where the cost of repair exceeds a
certain percentage of the vehicle’s insured declared value (IDV), the insurer may
declare the vehicle a total loss. The policyholder is compensated based on the IDV,
which represents the current market value of the vehicle minus depreciation.

3. Document Submission

e The policyholder must submit all relevant documents to the insurer. These may vary
depending on the type of claim (own damage, third-party, or theft):

©  Own Damage Claims:
m Claim form (duly filled).
m Copy of driving licence and vehicle registration.
m Surveyor’s report.
m Repair estimates or bills from the garage.

© Third-Party Claims:
m FIR from the police.
m Third-party details (vehicle or person involved).
m Copy of the legal notice (if applicable).

o Theft Claims:
m FIR from the police.
m No Trace Report (a document issued by the police confirming that the

vehicle has not been found).

m Vehicle registration certificate.
m Policy document.

Note: For theft claims, the process may take longer as the insurer waits for the No Trace
Report and confirmation from the police.



4. Claim Processing and Approval

e After the survey and submission of documents, the insurer processes the claim by
reviewing the surveyor’s report, verifying the documents, and ensuring that the claim
falls under the policy’s coverage.

e The insurer may approve, reduce, or reject the claim based on the findings.

Factors affecting claim approval:

e Policy exclusions: Certain damages like wear and tear, electrical breakdowns, or
damage caused under the influence of alcohol may not be covered.

e Valid documents: All required documents must be submitted within the specified
timeframe.

e Driver eligibility: The driver at the time of the accident must hold a valid driver’s
license.

5. Claim Settlement

e Once the claim is approved, the insurer proceeds with the settlement:

o Cashless Claim: In the case of a cashless claim, the insurer directly settles the
repair bill with the garage, provided the repair is done at a network garage
(one that has a tie-up with the insurer).

© Reimbursement Claim: If repairs are carried out at a non-network garage, the
policyholder pays for the repairs upfront and submits the bills to the insurer
for reimbursement. The insurer will reimburse the costs as per the policy terms
and conditions.

Third-Party Claims: These claims may take longer to settle as they often involve legal
procedures. The court may decide the compensation amount, which the insurer then pays on
behalf of the insured.

6. Claim Rejection

e [fa claim is rejected, the insurer must provide valid reasons for the rejection.
Common reasons include:
o Policy lapsed at the time of the accident.
o Violation of policy terms (e.g., driving without a valid license or under the
influence of alcohol).
o Delayed intimation or submission of documents.
o Fraud or misrepresentation by the policyholder.
e In case of rejection, the policyholder can:
o File a grievance with the insurer’s Grievance Redressal Cell.
o Approach the Insurance Ombudsman.
o Take legal action through consumer courts if they believe the rejection is
unfair.



